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Introducing SSVS No. 1,
The New AICPA Business
Valuation Standard
• Allow for documented and unambiguous
he long-awaited Statement on Standards
expectations between members and valua
for Valuation Services No. 1 (SSVS No.
tion clients
1), Valuation of a Business, Business
AICPA members perform business valuations
Ownership Interest, Security, or Intangible
numerous purposes, including transactions,
Asset, (AICPA, Professional Standards, vol.for
2, VS
financings, taxation, financial accounting, bank
sec. 100) has been issued by the AICPA Consulting
ruptcy, management planning, litigation, and
Services Executive Committee (CSEC). SSVS No. 1
others. Business valuations are also performed
is effective for business valuation (BV) engage
by AICPA members who specialize in various
ments accepted by members after January 1, 2007.
disciplines, including consult
Of course, earlier adoption of
By Robert F. Reilly, CPA/ABV
ing, litigation services, personal
SSVS No. 1 is encouraged. The
financial planning, tax, and audit. All AICPA
result of many years of discussion and develop
members, regardless of discipline, will follow
ment, SSVS No. 1 will benefit all AICPA mem
SSVS No. 1 when they perform an engagement
bers and their valuation clients, as well as
to estimate value resulting in an expression
AICPA business valuation practitioners and the
of either a conclusion of value or a calculated
general business valuation profession. In addi
value.
tion, SSVS No. 1 will benefit courts, regulators,
and others who rely on business valuations.
SSVS No. 1 is intended to:
Application of SSVS No. 1
• Provide AICPA members with BV profes
SSVS No. 1 applies when any AICPA member is
sional guidance
engaged to estimate the value of a business, busi
• Represent best practices in the performance
ness ownership interest, security, or intangible
ofBV services
asset (collectively, the “subject interest”) when
• Improve the consistency of members’ BV
that member applies valuation approaches and
practices
valuation methods (as described in the
• Improve the quality of members’ BV practices
Statement) and uses professional judgment as an
• Enhance the transparency of BV analyses
essential component of estimating value.
and BV reports
In fact, SSVS No. 1 states that “the use of
• Encourage the standardization of BV report
professional judgment is an essential component
ing content and format
of estimating value.” A member who performs
• Enhance the reliance on the BV process by
such an engagement is referred to as a “valuation
clients, report readers, judicial finders of
analyst.”
fact, and the investment community

T

continued on next page

SSVS No. 1 does not apply in the following situations:
• The value of the subject interest is provided to the
member by the client or a third party, and the
member does not apply valuation approaches and
methods and does not report on the value of the
subject interest.
• The member performs an engagement to calculate
value as part of an audit or review engagement.
• Internal use assignments from employers to
employee members not in the practice of public
accounting.
• Engagements that are exclusively for the purpose of
determining economic damages (unless such determi
nation is used to estimate value of a subject interest).
• Mechanical computations that do not rise to the
level of engagement to estimate value (that is, where
the member does not apply valuation approaches
and methods and use professional judgment).
• Where it is not practical or reasonable to obtain or
use relevant information, and the member is unable
to apply valuation approaches and methods.
• A jurisdictional exemption, when the SSVS differs
from published governmental judicial or account
ing authority.

BV engagement considerations
In determining his or her professional competence to per
form the BV engagement, the member should consider
the subject entity and subject industry, the subject inter
est, and the valuation date. The member should also con
sider the scope of the valuation engagement, including
• The purpose of the engagement.
• Any assumptions and limiting conditions.
• The applicable standard of value.
• The type of report to be issued.
• The intended use and users.
• Any restrictions on use of the report.
In addition, the member should consider any govern
mental regulations or other professional standards that
apply to the engagement.
Before accepting the engagement, the valuation analyst
should establish an understanding with the client. That
understanding can be oral (with workpaper documenta
tion) or written. Any scope restrictions on the valuation
analyst’s work or on data availability should be disclosed in
the valuation report. The valuation analyst may rely on
third party specialists (such as real estate or equipment

appraisers) in the valuation. However, the valuation ana
lyst must disclose, in the assumptions and limiting condi
tions, the level of responsibility for the work of any third
parry specialists.

Two types of engagements
SSVS No. 1 describes two types of engagements: a valua
tion engagement and a calculation engagement. A valua
tion engagement calls for the valuation analyst to
estimate the value of the subject interest. In a valuation
engagement, the member follows the development sec
tion of the SSVS and is free to apply the appropriate valu
ation approaches. In this type of engagement, the results
are expressed as a “conclusion of value”—either as a single
amount or as a range of values.
In a calculation engagement, the valuation analyst and
client agree on the valuation approaches and methods to
use and the extent of procedures to perform. In the calcula
tion engagement, the member calculates value using
agreed-upon procedures. In this type of engagement, the
results are expressed as a “calculated value”—either as a sin
gle amount or as a range of values.
In any valuation engagement, SSVS No. 1 indicates
that the minimum information that the member needs
to analyze the subject interest depends on the nature of
the subject interest, the scope of the engagement, the
valuation date, the intended use of the valuation, the
applicable standard of value, the applicable premise of
value, the assumptions and limiting conditions, and any
applicable government regulations or other professional
standards.
According to SSVS No. 1, the valuation analyst should
obtain and analyze ownership information in order to:
1. Determine the type of ownership interest and
whether it is a control, majority, or minority
ownership interest
2. Analyze the ownership interests of other owners
and the impact of that ownership on the value of
the subject interest
3. Understand the classes of ownership interest and
the rights assigned thereto
4. Understand the rights included in or excluded
from each intangible asset
In reaching the conclusion of value in a valuation
engagement, the member should correlate, reconcile,
and assess the reliability of the results from the differ
ent valuation approaches and methods, and determine
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whether the conclusion should be based on one valua
tion method or on a combination of valuation methods.
SSVS No. 1 defines a subsequent event as an event
that occurs subsequent to the valuation date but prior to
issuance of the valuation report. According to the
Statement, the valuation analyst should distinguish
between two types of subsequent events. First, the analyst
should consider events that are indicative of conditions
that were known or knowable on the valuation date.
Second, the analyst should not consider (but may disclose
in the report) subsequent events that are not indicative of
conditions that were known or knowable on the valuation
date.
According to the Statement, calculation engagement
considerations should include the client’s identity, the sub
ject interest’s identity, the ownership control and mar
ketability elements of the subject interest, the purpose and
intended use of the calculated value, and the intended
users of the report, and the limitations on report use. Also
included should be the valuation date, the applicable stan
dard of value, the applicable premise of value, the sources
of information used, any valuation approaches and meth
ods agreed on with the client, and the disclosure of subse
quent events.

Valuation approaches and methods
According to SSVS No. 1, the valuation analyst should
use all valuation approaches and methods that are appro
priate to the engagement. That is, the valuation analyst
should consider all three generally accepted valuation
approaches. For business, business ownership interest, and
security valuations, the member should consider the
income approach, the market approach, and the asset
based approach. For intangible asset valuations, the mem
ber should consider the income approach, the market
approach, and the cost approach.
Although the use of a “rule of thumb” is not consid
ered an appropriate valuation method under SSVS No. 1,
a rule of thumb can be used as a reasonableness check in a
valuation analysis. In a business or security valuation, the
member should consider whether adjustments should be
made to the pre-adjustment value indication, including a
discount for lack of marketability, a discount for lack of
ownership control, or a premium for ownership control.
In a business or security valuation, the member should
consider the existence of nonoperating assets, nonoperat
ing liabilities, and any excess or deficient operating assets.
In addition, the member should consider the impact of a
lack of ownership control on the value of such assets and
liabilities.

Types of valuation reports
According to the Statement, a valuation report is “a com
munication to the client containing the conclusion of
value or the calculated value of the subject interest.”
Valuation reports may be either written or oral. There is
an exemption from the reporting provisions in the

You can download a copy of Statement on Standards for

Valuation of a Business,
Business Ownership Interest, Security, or Intangible
Asset at
Valuation Services No. 1,

http://bvfls.aicpa.org/Resources/Laws+Rules+Standards
+and+Other+Related+Guidance/AICPA+Valuation+Stand

ard+and+Implementation+Toolkithtm

Statement for certain controversy proceedings, whether
the matter proceeds to trial or settles before trial.
For a valuation engagement resulting in a conclusion
of value, there are two types of reports: the detailed report
and the summary report. For a calculation engagement
resulting in a calculated value, there is only one type of
report: the calculation report. For both types of engage
ments, oral reports are acceptable. The summary report
should provide a summary of the information that would
be provided in a detailed report, along with additional
information listed in SSVS No. 1.
A calculation report is the only type of report that
should be used to report the results of a calculation
engagement. Of course, the report should state that it is a
calculation report. SSVS No. 1 lists the information that
the calculation report should identify.
SSVS No. 1 allows for an oral report to be used in
either a valuation engagement or a calculation engage
ment. Whichever type of engagement it is for, an oral
report should include all information necessary to relate
the scope, assumptions, limitations, and results of the
engagement. Of course, the oral report should be made so
as to limit any misunderstanding between the valuation
analyst and the oral report recipient. And the valuation
analyst should document the substance of the oral report
in the engagement workpapers.
SSVS No. 1 applies to all AICPA members. The
Statement is effective for valuation engagements accepted
after January 1, 2008. Of course, earlier adoption is
encouraged. The application of SSVS No. 1 will provide
benefits to members, to valuation clients, to parties who
rely on member valuation reports, and to the general val
uation community.
SSVS No. 1 applies to engagements to estimate value
when the member applies valuation approaches and
methods and uses professional judgment in that applica
tion. Based on years of deliberation and debate encom
passing numerous groups within the AICPA, this
Statement provides professional guidance, consistency,
transparency, communication, structured service levels,
and well-defined reporting options to members, valuation
clients, and others.

Robert F. Reilly, CPA/ABV is Managing Director, Willamette
Management Associates, Chicago. He is a member of the AICPA

Consulting Services Executive Committee, which issued SSVS No. 1.
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The Genesis of the
AICPA Valuation
Standards

tives and helped them to understand what our ideas
meant to their practice areas. The result was greater
comfort with the standard among these groups.
AICPA members, of course,
By Michael A. Crain, CPA/ABV,
had opportunities to offer feed
ASA, CFA, CFE, Chair AICPA
back. Two exposure drafts were
Business Valuation Committee
published in 2005 and 2006. The
efore the AICPA Consulting
valuation standards task force of
Services Executive Committee issued Statement the BV Committee reviewed the comment letters each
for Valuation Services No. 1 (SSVS No.l), time and engaged in further dialogue and in further
Valuation of a Business, Business Ownership Interest, Security, deliberation with AICPA constituencies before propos
or Intangible Asset, (AICPA, Professional Standards, vol.2, ing changes. In large part, SSVS No. 1 now has the
VS sec. 100), a long, deliberative process took place to support of other AICPA groups because we spent the
ensure that all disciplines in the profession—not only time to nurture relationships. This standard would
those that focus primarily on valuation services—had never have been possible if we had not built that
an opportunity to participate in the development of the support.
Regardless of what one thinks about the process,
standards. The concept of a valuation standard arose in
2001 within the AICPA Business Valuation Committee. this is the process for a membership organization as
To put the timeframe in perspective, in that year, Bill large and diverse as the AIPCA. I must admit that it
Clinton was still president, and the Dow Jones Industrial took the Committee some time to learn the process and
its complexities, but when we did learn it, we took it to
Average stock index hit a low of 8236.
If you’re wondering why it took so long to develop heart and embraced it. What was the direct result of
the standards, the short answer is this: The AICPA is a these deliberations with practitioners, not only in the
large, diverse organization with 330,000 members in valuation discipline, but also in other technical disci
multiple disciplines. SSVS No. 1 applies to several plines? The gold standard of valuation standards. The
hundred thousand CPAs rather than only to a few thou feedback from those other AICPA disciplines, as well as
sand business valuation (BV) practitioners who have their prior experience in standard-setting, helped bring
largely been trained the same way. Consequently, devel clarity to the issues, resulting in a valuation standard
oping the standards required a long process of exposing that provides clear, practical guidance to CPAs who
ideas to multiple discipline groups within the AICPA. perform valuation services.
They were stakeholders in the valuation standard
because they would be bound by its requirements.
It is an understatement to say that many of these In addition to serving as chair of the AICPA Business Valuation
groups initially did not like our ideas. However, after Committee, Michael A. Crain, CPA/ABV, ASA, CFA, CFE, is
lengthy discussions, which sometimes took place over Managing Director of the Financial Valuation Group, Fort
one or two years, we came to understand their perspec Lauderdale, Florida (mcrain@fvginternational.com).

B

IRS Proposes
Redesign of
Form 990

2008 tax year (returns filed in 2009). The proposed
redesign does not affect the other forms in the IRS Form
990 series; however, through this process, the IRS is
requesting comments on filing thresholds with respect to
some of these forms.
The redesign of Form 990 is based on three guiding
principles: enhancing transparency, promoting tax
compliance, and minimizing the burden on the filing
he Internal Revenue Service has released for pub organization.
lic comment a discussion draft of a redesigned
The draft consists of a core form to be completed by
Form 990, Return of Organizations Exempt from each Form 990 filer and a series of schedules designed
Income Tax, which is filed by many public charities to
andrequire reporting of information only from those
that conduct particular activities.
other exempt organizations. The IRS says that the organizations
dis
“Most organizations should not experience a change
cussion draft constitutes a significant redesign of the
form, which has been revised only on a piecemeal basis in burden,” said Lois G. Lerner, director of the IRS’s
since 1979. The IRS anticipates using the form for the Exempt Organizations division. “However, those with

T
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An Art of Estimation or a Prophecy of the Future:
Business Valuation and Risk Management Considerations
For the last several years, business
valuation services have been one of
the fastest growing specialty consult
ing services provided by CPA firms.
Many CPA firms continue to view
business valuation as a high-growth
specialty service area as activity in
estate planning, ownership succession
planning, and mergers or acquisitions
has increased in recent years. Business
valuation services are performed for
various reasons, including:
• Transaction pricing and structur
ing, or potential transactions,
such as mergers and acquisitions,
private placements of securities,
debt or equity, and employee
stock ownership plan (ESOP)
formation and transactions.
• Litigation and dispute resolution
matters, such as marital dissolu
tion and family law, bankrupt
cies, partner or shareholder dis
putes, and contract and commer
cial litigation matters.
• Taxation planning and compli
ance associated with corporate
reorganizations, S corporation
conversions, and the substantia
tion of income, estate, or gift
tax-related property transfers.
• Intergenerational wealth transfer
arrangements, such as estate plan

ning, charitable contributions, and
personal financial planning.
There are inherent risks associated
with providing business valuation ser
vices, as one or more parties will rely
on the results of the valuation when
entering into a transaction, complying
with a regulatory requirement, or
implementing a financial plan for the
future. The following discussion sum
marizes (1) some of the common situ
ations where clients seek valuation
services, and (2) some of the common
procedures CPAs can implement to
minimize their risk of malpractice
claims.

Marital Dissolution and Family Law
In this situation, the marital estate
assets and liabilities need to be valued,
regardless of whether the particular
state follows equitable distribution or
community property rules. If the mari
tal estate owns a business or an own
ership interest in a business, one
spouse will typically retain the busi
ness interest and the other spouse will
typically receive other assets in the
marital estate distribution. Therefore,
a family law matter may require valu
ation for both spouses to estimate the
value of the family-owned business or
business ownership interest.

Estate Planning
Despite the current uncertain future
of the Federal estate tax, estate plan
ners need to consider the impact of the
unified estate and gift tax credit on
lifetime transfers of property. Some
intergenerational property transfers
may be subject to special IRC valua
tion rules.

Employee Stock Ownership Plan
As authorized by the Employee
Retirement Income Security Act of
1986, the U.S. Department of Labor
has promulgated “adequate consider
ation” rules related to the valuation
of ESOP-owned employer corpora
tion securities. To comply with DOL
and IRS requirements, ESOP sponsor
company stock must be valued at
least annually to determine the prop
er share price to support share trans
actions with plan participants, plan
contributions, and plan participant
allocations.

Business Ownership Succession
Planning
Business succession planning
includes consideration of alternative
transactional structures available to
business owners to meet their short
and long-term objectives. These trans-

continued on page rmr 2
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actional structures include, for exam
ple, a management buy-out, an em
ployee buyout, (with or without an
ESOP), a sale to an unrelated entity,
or a corporate liquidation. For a close
ly held business, a management buy
out can be accomplished via a buy
sell agreement. The sale price estab
lished in the buy-sell agreement can
be determined by a defined pricing
formula based on the company equity
value, the company performance over
time, or some other agreed-upon pric
ing measures. The buy-sell agreement
pricing formula is typically based on
an independent estimation of the
company value.

Risk Management Considerations
The primary allegation made in
business valuation malpractice claims
received by the AICPA Professional
Liability Insurance Program is over
or under valuation of assets (e.g.,
contingent liabilities) or liabilities
(e.g., intangible assets). Other busi
ness valuation claims are caused by
communication problems, conflicts of
interest, or alleged fraud. Most claims
arise when business valuations are
performed as part of a tax planning,
management advisory, or consulting
engagement, typically in connection
with a transaction. Because of timing

constraints, clients often pressured
their CPAs to perform the business
valuation, regardless of whether the
CPA had adequate valuation training
and experience.

Client and Engagement Acceptance
Careful client and engagement
acceptance practices can help a prac
titioner manage his or her profession
al liability risks. Often, business valu
ation services are provided to new
clients. One-time engagements may
significantly increase client and
engagement risk due to a lack of prior
experience in dealing with the client
and with the client’s relevant account
ing and other records. Absent a prior
relationship, the opportunity to
reevaluate previous conclusions made
by other accountants based on
reviews of subsequent events does not
exist. CPAs should review the AICPA
Practice Alert 2003-03 for recom
mended procedures on acceptance
and continuance of clients and
engagements.
The complexities of business valu
ation often require in-depth experi
ence and understanding of a particu
lar industry. A practitioner should be
sufficiently competent to perform the
valuation service in accordance with
the applicable professional standards.

Earning relevant professional creden
tials, for example, the Accredited in
Business Valuations (ABV) credential
awarded by the AICPA, will promote
adherence to appropriate valuation
principles and practices and demon
strate competence in this specialty
practice.
A CPA should consider both the
purpose and use of a business valua
tion and evaluate the risks of inaccu
rate valuation results. Defining both
the purpose and use is important,
since they influence the valuation
approaches and methods to use,
including the selection of the appro
priate standards of value and premise
of value. For example, if the valua
tion is for a decedent’s estate tax
return, a CPA must conclude the fair
market value standard of value of the
subject property.
It is important to identify the users
of a valuation report. If the purpose
of the valuation is to assist the client
to obtain financing, then the accoun
tant may want to restrict the use of
the valuation report to specified par
ties, such as company management
and the intended lender, to limit
potential liability to third parties. A
CPA should avoid direct communica
tions with a third-party and any other
conduct that could be construed as
continued on page rmr 3
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evidence the CPA acknowledges the
third-party reliance.
CPAs should document the scope,
terms, and limitations of the engage
ment with a client in an engagement
letter. Likewise, it is important to
inform a client of significant matters
impacting the valuation and to docu
ment all significant communications
with the client. Even when the CPA is
not providing a valuation service for
litigation support purposes, there is
always the potential of the CPA’s
deposition or testimony in a contested
valuation situation.

Additional Resources
• Journal ofAccountancy, February
2001, “A Nice Niche-If You
Minimize Liability Risk” by Joseph
Wolfe and Sherry Anderson at
http://www.aicpa.org/pubs/jofa/
feb2001/wolfe.htm

• Understanding Business Valuation:
A Practical Guide to Valuing Small
to Medium Sized Businesses by Gary
R. Trugman, CPA/ABV (AICPA) at
https://www.cpa2biz.com/
• AICPA Practice Alert 2003-03,
Acceptance and Continuance of
Clients and Engagements at
http://www.aicpa.org/download/
secps/pralert_03_03.pdf
• USPAP 2006 Uniform Standards of
Professional Appraisal Practice,
Standard 9: Business Appraisal,
Development, Standard 10: Business
Appraisal, Reporting at http://
commerce.appraisalfoundation.org/
html/2006%20USPAP/toc.htm

• Internal Revenue Code, Title 26,
Subtitle B: Estate and Gift Tax,
Chapter 14: Special Valuation Rules
at http://uscode.house.gov/search/
criteria.shtml

• IRS Revenue Ruling 59-60 at
http://www.taxlinks.com/rulings/fin
dinglist/revrulmaster.htm
• IRS Revenue Ruling 68-609 at
http://www.taxlinks.com/rulings/fin
dinglist/revrulmaster.htm

Professional Standards, Rules &
Regulations
The Uniform Standards of
Professional Appraisal Practice is
promulgated by the Appraisal
Standards Board of the Appraisal
Foundation. Standards 9 and 10 pro
vide professional guidance related to
developing and reporting business
appraisals. The IRS has also provided
professional guidance related to busi
ness valuations performed for Federal,
gift, and estate tax purposes in Revenue
Ruling 59-60. A CPA should be famil
iar with the relevant Internal Revenue
Code sections and regulations related
to business valuation.
The AICPA consulting services
executive committee issued the
Statement on Standards for Valuation
Services No. 1 (“SSVS No. 1” or “the
Statement”) in June, 2007 to improve
the consistency and quality of practice
among AICPA members performing
valuations. The Statement established
standards of performance and report
ing for all members performing valua
tion services within the scope of the
Statement. Practitioners should read
the Statement and become familiar
with the standard. The Statement pro
vides professional guidance on overall
engagement, planning considerations,
valuation analysis and development,
and valuation reporting. The overall
engagement considerations include
professional competence, nature and
risks of the valuation services and
expectations of the client, objectivity
and conflicts of interest, independence
and valuation, establishing an under
standing with the client, assumptions
and limiting conditions, scope restric
tions or limitations, and using the
work of specialists. Other than in
specifically identified exceptions, the
statement applies to each engagement
or any part of an engagement that:
estimates the value of a business, busi
ness ownership interest, security or
intangible asset.
Practitioners who provide valuation
services also need to comply with the

Executive Summary
• There are inherent risks associated
with providing business valuation
services, a high-growth specialty con
sulting service. Malpractice claims
can be caused by over or under valua
tion of assets or liabilities, communi
cation problems, conflicts of interest,
or alleged fraud.
• CPAs can manage their malpractice
risks from business valuation services
by:
® Committing to careful client and
engagement acceptance practices
• Complying with professional stan
dards, rules, and regulations
• Issuing a customized engagement
letter

AICPA Statement on Standards for
Consulting Services (SSCS) and
Statements on Standards for Tax
Services (SSTS). The general stan
dards of the profession (i.e., profes
sional competence, due professional
care, planning and supervision, and
sufficient relevant data) also apply to
valuation services. See the AICPA
Code of Professional Conduct (ET
§201.01). A CPA’s independence will
be impaired by performing business
valuation services for an attest client
if the services produce results that are
material to the client’s financial state
ments (ET §101.05).
Other professional standards (e.g.,
ASA and NACVA), rules, and regula
tions should be considered in planning
a valuation engagement. In In re: Med
Diversified, Inc. v. Addus Healthcare,
Inc. (Bankr. E.D.N.Y. Nov. 14, 2005),
the Bankruptcy Court excluded the
testimony and report of Scott Peltz, a
defendant’s expert, leaving the defen
dant without critical expert testimony.
Peltz did not have any business valua
tions certifications and admitted that
his report was not a business valuation
report. The court held that, even if
Peltz’s experience had qualified him
to testify as an expert, his testimony
and report would still be rejected

continued from page rmr 3

because he did not apply generally
accepted methods of business
valuation.
In addition, the Financial
Accounting Standards Board issued
Statement of Financial Accounting
Standard No. 157, Fair Value
Measurements in September 2006.
SFAS No. 157 both establishes a
framework for measuring fair value
within the context of generally accept
ed accounting principles (GAAP) and
expands required financial statement
disclosures about fair value measure
ments. SFAS No. 157 broadly applies
to financial and non-financial assets
and liabilities to improve the consis
tency, comparability, and reliability of
the fair value measurements.

Engagement Letter
SSVS No. 1 states that “The valua
tion analyst should establish an
understanding with the client, prefer
ably in writing, regarding the engage
ment to be performed.... The under
standing should include, at a mini
mum, the nature and objective of the
valuation engagement, client’s

responsibilities, valuation analyst re
sponsibilities, assumptions and limiting
conditions, type of report to be issued,
and the standard of value to be used.”
According to SSVS No. 1, a valua
tion analyst should include the fol
lowing items in business valuation
engagement letters:
• Identity of the client
• Purpose and intended use of the
valuation
• Intended users of the valuation
• Specific description of each ser
vice and its work product, if
applicable, to be provided in the
valuation engagement, including
identity of the subject entity and
description of the subject interest
• Definition and description of the
standard of value that will be
used and its premise of value
• Valuation date
• Any assumptions and limiting
conditions
• The type of report that will be
submitted to the client and the
date of delivery
• Any restrictions or limitations to
the engagement (e.g., restrictions

on the use of the report to specified
parties, subsequent events, etc.)
• The responsibilities of the client
(e.g., to provide the necessary
information, a representation let
ter at the end of the engagement,
etc.)
• The responsibilities of the
accountant (e.g., regarding the
use of specialists)
The demand for business valuation
services is expected to increase in the
coming years as the “baby boom”
generation prepares for retirement.
Careful management of engagement
acceptance, training, quality control
and client communications will assist
practitioners in mitigating profession
al liability risks associated with these
business valuation services.
June 2007

By: Ellen VanDeLaarschot, CPA,
Risk Control Consultant, CNA,
Accountants Professional Liability,
CNA, 333 South Wabash Ave., 39
South, Chicago, IL 60604

Visit the new cpai.com
With a fresh new look and improved navigation, this valuable CPA insurance
resource is now better than ever.

New enhancements provide:
- Simplified navigation
- Improvedreadability
- Quick and easy access to useful information

- Timely delivery of new products and information

Check out the latest site improvements, and see what you’ve been missing.

Visit www.cpai.com today.

Visit www.cpai.com for more information on all of the products and Risk Management Resources!
The Professional and Personal Liability Insurance Programs Committee objective is to assure the availability of liability insurance at reasonable rates for local
firms and to assist them in controlling risk through education. For information about the AICPA Program, call the national administrator, Aon Insurance
Services, at (800) 221-3023, write Aon at Aon Insurance Services, 159 East County Line Road, Hatboro, PA 19040-1218, or visit the AICPA Insurance
Programs website at www.cpai.com.
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Challenges Faced
by Nonprofits
Like their for-profit counterparts, nonprofit organiza
tions face the challenge of the talent shortage. Some
organizations have succeeded in attracting employees
and volunteers. Nonprofits, especially charitable
organizations, also face the challenge of deterring mis
use of assets. The Internal Revenue Service (IRS)
offers guidance for addressing this challenge in its
recently issued discussion draft “Good Governance
Practices for 501 (c) (3) Organizations. ”

organization. Consequently, efforts to nurture staff and
leaders and manage succession may become low priori
ties. The small and midsize nonprofits lack the staffing
depth, as well as the resources needed to develop younger
leaders and move them up in the organization.

Nevertheless, opportunity knocks

The advent of retirement for baby boomers also brings
opportunity for nonprofit organizations. Says Diane
Piktialis, Mature Workforce Program Leader at The
Conference Board, “Many current older employees plan
to work past traditional retirement age, but not always
with their current employers. This burgeoning trend
provides a time-tested source of labor for nonprofits.”
“But action is needed now,” says Casner-Lotto.
“Evidence suggests that nonprofits are seriously lagging
s nonprofit organizations continue to grow, so behind the government and private sectors in efforts to
does their need for professional and managerial both retain highly skilled potential retirees within their
skills. According to a recent Conference Board organizations and actively recruit older hires from other
report, the talent shortage many for-profit companies
industry
are
sectors.”
dealing with is also having an impact on nonprofit
However, organizations have succeeded in attract
organizations. As with for-profits, nonprofits will need to ing boomers by being flexible. They offer part-time
deal with the exit of baby boomers from the work force and full-time positions, varied workday schedules,
into retirement. However, the same baby boomers may telecommuting, and the ability to shape a position’s
also offer opportunities to nonprofits to meet their talent responsibilities. Organizations that accommodated the
schedules, commutes, and other needs of workers were
needs.
The nonprofit sector is being hard hit, according to more effective at recruiting, hiring, utilizing, and
Jill Casner-Lotto, author of the report, “Boomers are retaining employees. In addition, many of these organ
Ready for Nonprofits, But Are Nonprofits Ready for izations report lower turnover and less absenteeism
Them?” Casner-Lotto says, “While growth in the non for older employees compared with their younger
profit sector is outpacing growth in the rest of the econ counterparts.
omy, talent shortages are already affecting critical service
Experts in the field of civic engagement and aging
sectors, including health care and social services, in note that retiring boomers may very likely be looking for
which nonprofits are heavily represented. Also, wide a mix of activities—combining paid work for an employ
spread executive-level and leadership skill shortages cur er with volunteering for a different nonprofit organiza
rently affecting many nonprofits are predicted to worsen tion. If this is the case, nonprofits stand to gain in a major
as the sector expands and experienced executives retire.”
way, reaping the benefits of boomers’ professional or
Nonprofits are growing rapidly in number, size, management skills and experiences in both paid and
budgets, and position creation. Their growth outpaces service positions. Currently, almost a quarter of baby
growth in the rest of the economy. According to Nonprofit boom volunteers (23 percent) report they provide profes
Almanac 2007, U.S. gross domestic product increased by sional and managerial skills in their volunteering posi
less than 37 percent from 1994 to 2004 after adjusting tions, according to the Corporation for National &
for inflation. However, all three of the major financial Community Service.
measures of nonprofits (revenues, expenses, and assets)
increased by at least 56 percent. Adding to the challenge Good governance practices
of labor shortages is the increasing corporate governance By attracting employees and volunteers with professional
prompted by some nonprofits’ financial scandals; board and managerial skills, nonprofits enhance their opera
members and contributors are holding nonprofits more tional effectiveness for fulfilling their missions.
accountable. Also, growth and consolidation in the sec Furthermore, nonprofits may be vulnerable to fraud loss
tor have resulted in larger organizations requiring more es partly because of inadequate numbers of employees and
complex management skills.
volunteers, and also because of lack of awareness of what
Typically, nonprofits invest their limited resources in conditions and situations foster fraudulent activity.
their mission, rather than in developing human Financial scandals in nonprofits may not seem to be as
resources. Also, contributors often limit their support to common as those in public companies since the start of
specific programs or services rather than the broader the Enron era. Nevertheless, they occur.
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Financial losses due to fraudulent activities are par
ticularly troublesome to charitable organizations
because they directly reduce resources available to
address tax-exempt purposes. The ensuing bad public
ity may also reduce contributions and grants.
Recently, the IRS issued a discussion draft on “Good
Governance Practices for 501(c) (3) Organizations.” In
the first paragraph of the draft, the IRS states that it
“believes that governing boards should be composed of
persons who are informed and active in overseeing a
charity’s operations and finances. If a governing board
tolerates a climate of secrecy or neglect, charitable
assets are more likely to be used to advance an imper
missible private interest.” To minimize the chance of
such abuse, the IRS advises, “Successful governing
boards include individuals not only knowledgeable
and passionate about the organization’s programs, but
also those with expertise in critical areas involving
accounting, finance, compensation, and ethics.”
The IRS also cautions against having very small or
very large governing boards: “Small boards generally do
not represent a public interest, and large boards may be
less attentive to oversight duties.” When an organiza
tion’s governing board is very large, the Service advises
establishing an executive committee with delegated
responsibilities or advisory committees.
To promote good governance and to ensure that
directors understand their roles and responsibilities,
the IRS recommends nine practices. Adoption of par
ticular practices is not required for exemption.
However, the draft says, “any decision by the Service
to conduct a review of operations subsequent to
exemption . . . will be influenced by whether an organ
ization has voluntarily adopted good governance prac
tices.” (The Review of Operations unit within the IRS
Exempt Organizations Examinations follows up on
certain organizations within the first three years of
their obtaining exempt status.)
The good governance practices include developing
a mission statement, a code of ethics, whistleblower
policies, a document retention policy, a fundraising
policy, and compensation practices. Other good prac
tices are requiring directors to “exercise due diligence
consistent with a duty of care” and also to accept “a
duty of loyalty. ”

Letters to the Editor

The Practicing CPA encourages readers to write letters on prac
tice management and on published articles. Please remember to
include your name and telephone and fax numbers. Send your
letters by e-mail to
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Practicing CPA Receives
Award for Excellence
The Practicing CPA received
an APEX 2007 Award for
Publication Excellence in the
category of newsletter writ
ing. This year's awards were

part of the nineteenth annual
awards program recognizing

excellence in publications work by professional
communicators sponsored by Communications
Concepts, Inc., Springfield, Virginia.

Concepts publishes Writing That Works: The
Business Communications Report, which is a
monthly newsletter covering business writing, edit

ing, and publishing for communicators in corporate,
nonprofit, agency, and independent writings.
Concepts also sponsors PEP, the Publication
Evaluation Program and publishes www.writing
thatworks.com, a Web site for business writers and

communicators. In addition, Concepts publishes
reports on business writing and communications,

and provides consulting services to organizations in
the communications field.

Financial audits
Financial audits are among the good governance prac
tices. For charities with substantial assets or annual
revenue, “its board of directors should ensure that an
independent auditor conducts an annual audit. The
board can establish an independent audit committee
to select and oversee the independent auditor. The
auditing firm should be changed periodically (for
example, every five years) ...” Charities with fewer
assets or annual revenues should have a CPA conduct
an annual audit. Similarly, very small organizations
could trade volunteers to perform these tasks.
A final good practice relates to transparency: “By
making full and accurate information about its mis
sion, activities, and finances publicly available, a char
ity demonstrates transparency. The board of directors
should adopt and monitor procedures to ensure that
the charity’s Form 990, annual reports, and financial
statements are complete and accurate, are posted on
the organization’s public Web site, and are made avail
able to the public upon request.” (See page 4 concern
ing the proposed revisions to Form 990.)
The discussion draft of “Good Governance Practices for 501
(c) (3) Organizations” is available at http://www.irs.gov/
charities/charitable/article/0„id= 167626,00.html.
The Conference Board Report number is E-0012-07-WG.

was part of an effort to expand
the Farm Credit System’s char
ter to enable it to offer finan
cial services beyond loans,
AICPA Private Companies Practice Section
including accounting and tax
services, to a larger base of
non-farm businesses. James
Metzler, AICPA Vice President,
his month, we focus on
Small Firm Interests, who
new information re
oversees PCPS, was involved in
sources available to
the initiative, which was joined
small practitioners and
by the American Bankers As
continuing advocacy efforts
in America’s Community
sociation,
their interest.
Bankers, Financial Services
Roundtable, Independent Com
munity Bankers of America,
PCPS Human Capital
Independent Insurance Agents
Center
& Brokers of America and the
s part of its ongoing
Mortgage Bankers Association.
effort to enhance the
Since the Farm Credit System
value of PCPS mem
institutions have government
bership, PCPS has
tax and funding advantages,
launched the PCPS Human
the proposed changes would
Capital Center, a specialized site
have made it difficult for small
within the PCPS Firm Practice
firms to compete with them. In
Center that contains tools and
addition, the public may not be
information to help member
aware that the Farm Credit
firms with their human capital
System is not subject to the
needs. The new Center is being
same regulation, professional
rolled out gradually, with sections
standards and disciplinary meas
on organizational structure, team
ures as CPA firms. At press
recruitment, performance man
time, the Senate had not yet fin
agement, work/life balance, and
ished drafting its own farm bill,
orientation/assimilation available
so the Institute planned to con
now. The resources will focus on
tinue to monitor its activities.
ways to help firms attract and

PCPS

Update
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retain the top talent and mini
mize the effect of the staffing cri
sis on small practitioners. A wide
range of tools, including video
learning modules, will be added
regularly, so check the site often.
Go to http://pcps.aicpa.org/
Resources/Human+Capital+
Center/.

AICPA Opposes Changes
to Farm Credit System
Charter that Could Harm
CPA Firms
Te AICPA Washing
h
ton office succeeded
in having a provision
removed from the
House farm bill that would cre
ate unfair competition for small
CPA firms from the Farm
Credit System. The provision

An e-Newsletter with
Solutions for Small
Firms
Te Institute has
h
launched Small Firm
Solutions, a new AICPA
quarterly e-newslet
ter offering hands-on practice
and technical advice to mem-

bers in the smallest firms. The
first issue featured “Hot Topics
for Small Firms,” a regular col
umn written by James Metzler,
AICPA Vice-President, Small
Firm Interests, as well as arti
cles on marketing, staffing,
succession and SAS No. 112.
To access Small Firm Solutions,
go to http://pcps.aicpa.org.

Expand Your Horizons
with PCPS Practice
Management Forums
Te free online PCPS
h
Practice Management
Forums are a great
opportunity to learn
more about the most important
practice and technical issues fac
ing small practitioners. Each
live, interactive PowerPoint
based presentation is given by an
expert in the field. The Forums
take place from 2 to 3.30 PM.
ET. Upcoming sessions include:
• “Recruiting in the 21st Cen
tury,” given by Mark Koziel
on October 23.
• “Succession Assessment: Is
Your Firm Being Realistic?”,
offered by Robert J. Gallagher
on November 20.
• “Build and Run a Successful
Financial Planning Practice:
Best Practices and Slips to
Avoid,” given by Walter M.
Primoff on December 18.
• “The Small Firm Advantage,”
given by Jim Metzler on
January 22.
Members will receive e-mail
announcements on how to reg
ister for each Forum, so be sure
to watch for them.

Membership in PCPS is more valuable than ever. Join now for $35
per CPA, up to a maximum of $700, by visiting pcps.aicpa.org/
Memberships/Join+PCPS.htm or by going to www.aicpa.org/pcps
and clicking the “Join PCPS” button on the home page. If you are
already a member but haven’t activated your access to the online
Firm Practice Center or haven't shared your unique activation
link (sent to you this past summer) with others in your firm,
now is the time to do so. Contact the AICPA Service Center at
1-888-777-7077, Option 3, or at service@aicpa.org for assis
tance or for more information.
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complicated compensation arrangements, related
entity structures, and activities that raise compliance
concerns may have to spend more time providing
meaningful information to the public.”
The form, instructions, and background material
explaining the principles underlying the redesign of
the form are available on the exempt organizations
portion of the IRS Web site.
Among the highlights of the new form are the
following:
• A summary page providing the organization’s
identifying information and a snapshot of the
organization’s key financial, compensation, gov
ernance, and operational information.
• A portion of the form requiring governance
information, including the composition of the
board and certain other governance and financial
statement practices.

• Schedules that will focus reporting on certain
areas of interest to the public and the IRS:
fundraising, compensation, hospitals, tax exempt
bonds, and noncash charitable contributions.
Questions should be e-mailed to the IRS at Form990
Revision@irs.gov or mailed to: IRS, Form 990
Redesign, SE:T:EO, 1111 Constitution Avenue, N.W,
Washington, DC 20224.
FYI
The Private Companies Practice Section, an alliance of
the AICPA, represents more than 6,000 local and regional
CPA firms. The goal of PCPS is to provide member firms
with up-to-date information, advocacy, and solutions to
challenges facing their firms and the profession. Please
call 1-8OT-CPA-FIRM for more information.

“No matter what side of the argument you are on, you always find people on your side
that you wish were on the other. ”
—Jascha Heifetz

ISO Certified

ADDRESS SERVICE REQUESTED
Fax (919) 490-4329

Palladian Corporate Center
220 Leigh Farm Road
Durham, N.C. 27707
(800) CPA-FIRM

PCPS/The AICPA Alliance for CPA Firms
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